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. SECREI ‘

THE DIRECTOR OF CENTRAL INTELLIGENCE

WASHINGTON, D.C. 20505

National Intelligence Council . 38 I Jﬁ ?34 } égg

MEMORANDUM FOR: Director of Central Intelligence

FROM

Acting National Intelligence Officer for USSR-EE

SUBJECT : Discussion Item for Meeting with
Secretary Shultz

1. In this initial meeting with Secretary Shultz, you may
want to exchange views on the change in US strategy toward the
USSR and the related problems of Europe. As I see it, the
essence of the issue is as follows:

--In the 1970s we pursued a policy of placing restraints
on the USSR by making it more dependent on increased
economic dealings with the West and therefore, so the
theory went, less willing to challenge Western security
interests.

--European countries (and US business) welcomed this
policy, in part because it created a market for some of
their more depressed 1ndustries:

--The USSR welcomed it as well but unfortunately has
showed restraint neither in its military build-up nor
in its worldwide activities (e.g., Angola, Ethiopia,
South Yemen, Afghanistan, Central America.)

--Consequently the US began changing policy to restrict
economic dealings with the USSR (particularly in the
case of easy credits, technology), not in the hope that
any one restriction would effect a change in Soviet
policy but in the hope that the Soviets would have to
modify their behavior in the face of a less benign
international environment and a deterioriating domestic
economy.
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--The problem is that most Europeans are unwilling to
forego the shortrun economic advanages of subsidized
trade with the USSR.

--Thus the issue for us becomes one of enforcing the new
US strategy but without destroying the Alliance.

--The Polish sanctions have become intertwined with this
new strategy, have helped to make it more palatable to
the Europeans, but should not be confused with the
larger strategic issue.

--That does not mean that we should not make tactical
adjustments based on changes in Poland but, in the
process, we should be careful not to abandon a strategy
which is promising even though difficult to explain and
implement.

2. 1 am attaching a cable from Ambassador Galbraith which
deals with the pipeline issue in those larger strategic terms, an
Economist editorial on Western economic dealings with the USSR
and our IIM on Soviet technology acquisition efforts which you
may want to give to Secretary Shultz.
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COMMERCE FCR OLMERy CEFENSE FOR FRED IKLE
feO0e 12065: GOS T7/12/88 (GALBRAITHy EVAN Ge ) OR=M
TAGSS PGDVy ETRGy FR

. SUBJZ THE STRATEGIC JUSTIFICATION FOR PIPELINE SANCTIONS e

REF: PARIS 23676
l1e €S = ENTIRE TEXT)
. IT WOULD APPEAR FROM CONVERSATIONS I HAVZ HAD IN
FRANCE THAT THE STRATEGIC IMPACT OF OUR PIPELINE
SANCTIONS IS NGT NIOFLY UNDERSTOGDe 1 SET FORTH
MY ANALYSIS CF~CUR STRATZ6Ye INVITING COMMENT. —
3o THE BACKGROUND IS THAT THE SOVIET ECONOMY IS IN
TROUBLEe APART FROM THE SYSTEM ITSELF THERE ARE
SEVERAL PRCBLEMS: THERE IS A SERIOUS SHORTAGE OF
FOREIGN CURRENCY IA RELATION TO THEIR EXPANSIONARY FIVE
YEAR PLANSe 1IN COMMERCIAL TERMS A RAPID EXPANSION
¥AS COMMITTED FOR BASED ON A CASH FLOW WHICH HAS
NOT MATERIALIZEDy, ToEe LIKE BRANIFF AIRWAYS THEY
EXTENDED TEEFSELVES AT THE WRONG TIME. THE CASH
FLOW IS DOWN BECAUSE OF THZ DROP IN SPOT OIL PRICES
AS WELL AS PRICES OF DIAMONDSs GOLD AND OTHER RAWM
MATERIALSe POOR HARVESTSy POLANDy AND EASTERN
FUROPEAN RESCHEDULINE HAVE AGGRAVATED THE SITUATION.
CONSEQUENTLY s THE CREDIT STANDING OF THE SOVIET UNIGN
IS UNDER SEVERE SCRUTINY AND IT IS UNLIKELY THAT A .
BALANCE OF PAYMENTS LOAN BASED ON THE CREDIT OF THE
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SOVIET UNION CCULD BE ARRANGED TCDAY.

‘. THE CURRENT SCVIET PLAN IS TO INCREASE THEIR GAS
PRODUCTION BY ABOUT 50 PCT. ONLY ABOUT 15 PCT. OF
THIS INCREASE WILL 6C YO JESTERN EUROPEs JHILE 85 PCT.
WILL BE USED TC ENERGIZE SOVIET INCUSTRY WITH GASe.
THIS CHANGEOVER TC GAS WILL NOT ONLY COMPENSATE
oa FALLING CIL PRODUCTION AND ALLOW FOR OIL TO
£ EXPORTEDy IT WILL SET THE BASE FOR FURTHER
VDUSTRIAU EXPANSICN MHICH WOULD OTHERMWISE NOT BE
POSSIBLEe IN CTHER WORDS THE SOVIET EXPORTS OF GAS

lR’ GOING TO PAY FOR THE PIPELINE WHICH JILL TRANSFORM

AND EXPAND THE SOVIET ENCRG6Y BASE WHICH IN TURN
SHOULD HANE A PROFCUNC BENEFICIAL EFFECT ON SOVIET
NDUSTRIAU AND MILITARY CAPABILITYe I REALIZE_I MAY —

BE 0VERSTATfﬂ*‘Tﬁf“?TBTTPTE#HG"cﬁziHh.EIPELINEWANQ
HA“ﬂwvr—vrwtw’?ﬁffhRE““XN DETERMINE THE ECONOMIC
BUCCESS OR_FAILURE CF THE SOVIET UNIONy
BUT THE DEVELOPMENT CF SOVIET NATURAL 6AS IS
ITHOUT DOUBT ONE CF THE MOST IMPGRTANT_EVENLS IN
ns ECONOMIC HISTORY GF THE SOVIET UNIONe
e THE SOVIET SYSTENM IS STRAINED AND TO BUILD THIS
IPELINE THE SOVIETS MUST IMPORT MATERIALS SUCH
S LARGE PIPE AND LARGE -OMPRESSORSe. ODENYING THEM

PRODUCTS SUCH AS ROTCRS 4HICH COME FROM GE TECHNOLOGY
EQUIRES THE SOVIETS T0 DO SOMZTHING ELSE LIKE
FDESIGNy REDIRECT THEIR OdN CAPACITIESe PROCURE
LSEMHEREy ETCes THIS MEANS DELAYSy AND WHEN THEIIR
ASH FLOW IS DOWN AND THEIR CREDIT STANDING IS
ADINGy DELAYS COULD MEAN SERIOUS FRCBLEMSe THE
IPELINE COULD BE DELAYED BEYOND TFE PERIOD NEEDED
O COMPENSATE FOR THE ROTORS. THE 'QUESTION I poss“7

F

S WHY SHOULD THE UNITED STATES BAIL THE SOVIEL

. UNION _OUY _OF TTS _FROBLEMS BY ALLOWING IT THE.USE O
DUR..TECHNOLOEY ?

6e THE CONTRACTED=FCR GAS EXPORTS TO EUROPE WILL

ROBABLY BE MET EVEN THOUGH THE PIPELINE IS DELAYED

BUT CNLY BY DRANING GAS FROM SOME OTHER USE IN ' —
THE SYSTEMy ALL CF MFICH ADDS TO THE OVERALL STRAINe

NOR WILL THE CASH THAT COMES FROM THESE EXPORTS OF

GAS SOLVE THEIR PRCBLEMS BECAUSE MOST OF IT wILL

BE DEVOTED FOR SEVERAL YZARS TO PAYING FOR THE.

NEW PIPELINE.

7e I DONOT LROK UPCN THIS ISSUE AS ONE OF

EUROPEAN NCENCY (UNLESS THERE IS A THIRD -
Sov. \ 0 EUROPEy IoEey A SECOND PIPELINED.

MNOR 4S THE DOLLARS-_8.J0 10 BILLION NEW CASH GENERATED BY
6#S” SALES TO EURGPE THE RANKING _PRIORITY QF CONCERNy

BAD AS IT ISy BECAUSE THAT CASH WILL BE USED FOR

SEVERAL YEARS TG PAY FOR THE IMPORTED MATERIALSe THE
IMPORTANT POINT IS THE SOVIETS ARE IN ECONOMIC

TROUBLE BECAUSE OF THEIR OWN DOINE AND THEIR

OWN SYSTEM AND THE UNITED STATES IS PERFECTLY JUSTIFIED
IN NOT _CHOOSING YO HELP THEM MAKE THE QUANTUM LEAP -
FORHARD THAT WILL cor: E FROM™ THETREXPANDED USE OF -

UARFAR:’ IT IS SIHPLY A DECISION NOT TO_ BAIL.THEM DUT
gxors 0 T e

STATE FOR JAMES BUCKLEYPASS TO NSC FOR MILLIAM CLARKs
COMMERCE FCR OLMERy CEFENSE FOR FRED IKLE
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SOVIET UNION CCULD BE ARRANGED TCDAY.

| . THE CURRENT SCVIET PLAN IS TG INCREASE THEIR GAS

¢ PRODUCTION BY ABOUT 50 PCT. ONLY ABOUT 15 PCT. OF (
THIS INCREASE MILL 6C TO JESTERN EURCPEy #HILE 85 PCT.

ILL BE USED TO ENERGIZE SOVIET INCUSTRY WITH GASe

C HIS CHANGEOVER TC GAS WILL NOT ONLY COMPENSATE - (
FOR FALLING GIL PRODUCTION AND ALLOW FOR OIL TO E
 BE EXPORTEDy IT WILL SET THE BASE FOR FURTHER
€ INDUSTRIAL EXPANSICN MHICH WOULD OTHERWISE NOT BE (
POSSIBLE. IN CTHER WORDS THE SOVIET EXPORTS OF GAS
ART GOING TO PAY FOR THE PIPELINE WHICH WILL TRANSFORM -
€ AND EXPAND THE SOVIET ENZREY BASE WHICH IN TURN (
5HOULD HAYE A PROFCUNC BENEFICIAL EFFECT ON SOVIET
NDUSTRIAL AND MILITARY CAPABILITY. I REALIZE.I_MAY /// r—
{ Bt OVERSTATING THE STUNIPICENCS=—OF—THE PIPELINE AND (
THAT XN OTRER-FACTCRS CAN DETERMINE _THE _ECONGMIC
SUCCESS R FAILURE GF_THZ SOVIET UNION, . |
(  BUT THE DEVELOPMENT CF SOVIET NATURAL GAS IS | : (
ITHOUT DOUBT CNE CF THE MOST IMPGRTANT_EVENLS IN
HE ECONOMIC HISTORY GF THE SOVIET UNIONe .
« THE SOVIET SYSTEM IS STRAINED AND TO BUILD THIS - (

IPELINE THE SOVIETS MUST IMPORT MATERIALS SUCH

. AS LARGE PIPE AND LARGE COMPRESSORSe DENYING THEM o

C PRODUCTS SUCH AS ROTCRS 4HICH COME FROM GE TECHNOLOGY -
' REQUIRES THE SOVIETS TO DO SOMZTHING ELSE LIKE

. REDESIGNy REDIRECT THEIR 04N CAPACITIESy PROCURE :

(  ELSEWHEREy £TCe; THIS MEANS DELAYSy AND WHEN THEIIR (

CASH FLOW IS DOWN AND THEIR CREDIT STANDING IS

FADINGy DELAYS COULC MEAN SERIOUS FROBLEMSe THE _

(. PIPELINE COULD BE OELAYED BEYOND TFHE PERIOD NEEDED (

. TO COMPENSATE FOR THE ROTORSe THE QUESTION I poss‘“7

IS WHY SHOULD THE UNITED STATES BAIL THE SOVIET ,

(: . uNKON_OUT OF TTTS PROELEMS BY JALLOWING IT THE USE OF ¢

OUR_TECHNOLOEY? /’/

A 6e THE CONTRACTED=FCR G6AS EXPORTS TO EUROPE WILL .

C PROBABLY BE MET EVEN THOUSGH THE PIPELINE IS DELAYED C
; BUT ONLY BY DRAWING GAS FROM SOME OTHER USE IN C—

. [THE SYSTEMy ALL CF MEICH ADDS TO THE OVERALL STRAINe . _

€ NOR WILL THE CASH THAT COMES FROM THESE EXPORTS OF (

GAS SOLVE THEIR PRCBLEMS BECAUSE MOST OF IT WJILL

BE DEVOTED FOR SEVERAL YZARS TO PAYING FOR THE.

C  |NEw PIPELIME. o (
7o I DOCNOT LBOK UPCN THIS ISSUE AS ONE OF
. |EUROPEAN DEPENCENCY (UNLESS THERE IS A THIRD -
C SOVIET TRANCHE TO EURCPEs I.Eey A SECOND PIPELINED, ¢

MOR_IS THE DOLLARS.B.T0 10_BILLIGN NEW CASH GENERATED BY

~ }6aS SALES TO EUROPE THE RANKING PRIORITY OF CONCERNs A

(" |BAD AS IT ISy BECAUSE THAT CASH WILL BE USED FOR C
SEVERAL YEARS TO PAY FOR THE IMPORTED MATERIALS. THE '

IMPORTANT POINT IS THE SOVIETS ARE IN ECONOMIC |

( TROUBLE BECAUSE OF THEIR OWN DOINE AND THEIR (

OWN SYSTEM AND THE UNITED STATES IS PERFECTLY JUSTIFIED

IN NOT CHOOSING YO HELP THEM MAKE THE GUANTUM LEAP -~

( FORWARD THAT WILL CONE FROM" THETR—EXPANDED USE OF e (

GAST—OUR POLICY NEED NOT BE CHARACTERIZED AS ECONOMIC

) WARFARZ; IT IS SIMPLY A DICISION NOT TOBAIL.THEM OUT o

¢ |EXDIS e | (

) |STATE FOR JAMES BUCKLEYsPASS TO NSC FOR MILLIAM CLARK,

COMMERCE FCR OLMERy CEFENSE FOR FRED IKLE
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“JF THEIR TROUBLE GR SUPPORT THEIR EXPANSION, TAKEN
AT A TIME WHEN THEIR AGGRESSIVENESS AROUND THE WORLD
ONTINUES. (
E. I THINK IT INPCRTANT EUROPEANS UNDERSTAND .
WHAT ME _HOPZ T0_GAIN BY AN FCONOMICALLY WEAKEMED

€ SOVIET\UNION. IN MY OPINION THEIR ABILITY TQ ) (
BUPPORT EXTERNAL SUBVERSION AND AGGRESSIONy lee EoGey —
; CUBAy ETHIGPIAs YEMENy VIETNAMy EL SALVADORs
( NICARAGUAy AFGHANISTAN COULD BE SEVERELY LIMITED. - (
SECONDs THE SOVIEYS MIGHT BE FORCED BY INTROSPECTION
AND COMPARISON TO MOCIFY JHE NATURE _OF THEIR il
( CONOMIC SYSTEM. (
GALBRAITH
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